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F any particular group has been chal- | 

lenged by the recent demands for | 
increased production it is our very own 
organization—the AMA, for it is the ex- | 
ecutives of management that have the | 
reins of production in their hands. The 
appeals that are coming from all sources 
—from across the sea, from the President, 
and from the Defense Council—are di- 
rected at us—at management. 


{It is a cardinal principle of manage- 
ment that you must know the exact nature 
of your problem before you can attempt 
to solve it. What is our problem? Briefly 
it is to do a wartime production job in a 
country that, nominally at least, is at 
peace. The difference in the work psy- 
chology of a peaceful country and one at 
war is like that of day and night. Work- 
ers who know they are toiling for their 
country’s own fighting forces are im- 
pelled by a force that transcends financial 
incentives. For us to create this war 
psychology artificially seems almost im- 
possible. When is a war not a war has 
turned out to be one of the big puzzles of 
these times. We in management know 
we are fighting the war by supplying 
Britain, but among workers this concept 
is still vague and nebulous. 


{| Once recognizing this fact, we can pro- 
ceed to consider the production problem 
itself. The necessary steps are: 1. Or- 
ganizing the government procurement 
machinery; 2. Deciding on standards of 
design; 3. Developing the necessary 
equipment; 4. Coordinating the activities 
of the various plants; and 5. Dealing 
with the day-to-day problems of plant 
management. 


{| This is the broad picture of the defense 
program. This is the machinery that. is 
being put into motion to supply a mighty 
river of materials for warfare. It is obvi- 
ous that it is a complex machinery in 
which every contributing component must 
do its part well, for a miscalculation in 
one area can upset the progress in a dozen 
others. 


{| Sanford E. Thompson, President of the 
Thompson & Lichtner Company, who was 
Chief of the Progress Section of the Chief 
of Ordnance Office in 1917-1918, pointed 
out recently that at that time one poorly 
managed plant could and did hold up en- 





The President's Scrateh-Dad 


tire shipments of armaments. The manu- 
facture of a shell, a field piece, or a 
motor, he said, was not a matter of one 
plant for each finished piece, but involved 
dozens of manufacturers. Thus, if the 
management of one plant was faulty the 
whole progress of manufacture was re- 


tarded. 


{| Unless management is 100 per cent 
efficient, we will have the same situation, 
for the same system of manufacture is 
being used today. Thus the management 
in individual plants must ask: Do we 
know the standard times on our process? 
Do we know the situation in our raw 
materials source? Do we know our ma- 
chine and departmental capacities? Do 
we know our skilled worker needs? Are 
we providing for future as well as present 
training needs? Have we charts that 
show the true progress of goods in pro- 
cess? Have we standard cost data that 
will permit us to make accurate estimates ? 


On the whole management in the 
United States, according to most objective 
appraisals, is of a higher type than that 
found in most industrial countries. As 
has been pointed out above, however, it 
is the backward one-third that can break 
down machinery as complicated as our de- 
fense mechanism. Certainly all plants now 
working on defense contracts are not on 
a par management-wise. All could stand 
some improvement, and many despcrately 
need improvement. 


{{ There is also the problem of the future 
which, uncertain as it may seem, ought 
not to be overlooked in a survey of in- 
dustrial conditions, especially as we enter 
a mew year. Here again management is 
called upon for astute planning, especially 
in regard to inventories, plant extensions, 
and corporate financial structure. In this 
connection, what has been said before 
about companies getting rich from the 
defense program should be reiterated. The 
defense program has not been planned 
that way, American companies ought to 
give an eye to the annual statements of 
the Canadian concerns that are now ap- 
pearing. 


| Most Canadian companies have been 
operating at top speed for more than a 


(Continued on back page) 


| 
| 
| 





| 
| 
| 
' 
| 
| 
| 
} 
| 





Ss 









































BUSINESS 
OUTLOOK 


Armament-Stimulated Recovery 
Creating ‘“‘Boom”’ Peaks in 
Production 


Authorities contributing to the sum 
maries on the inside pages of this Lerrer 
are unanimous in agreeing that an indus. 
trial recovery of boom proportions is now 
under way and that the peaks of 1940 
will be surpassed in 1941. Armament 
has now become the principal industry of 
the United States, and, as a result of ex. 
panding payrolls for munitions produc 
tion, lines that produce consumer goods 
are being powerfully stimulated. 


Recalling the recovery that was started 
in 1936 by distribution of the Soldiers’ 
Bonus, one observer points out that the 
billions now going into defense are 9 
huge that the economic effect will be 
similar to that which would develop if we 
were to pay out a soldiers’ bonus each 
month for many months. The difference 
is that a soldiers’ bonus would create a 
boom in the consumer industries first, 
while defense expenditures are first stim- 
ulating the heavy lines. 


Recovery Now Called ‘‘Boom”’ 


It is interesting to observe that now 
for the first time in more than a decade, 
Statistical agencies are using the unquali- 
fied word “boom” to describe the pre 
vailing economic trend. The reason for 
this is that the recovery is felt in virtually 7 
all lines of business. Even unemploy- 
ment, the principal laggard in all previ 
ous recoveries since 1930 has begun to 
show a distinct and significant decline. 
Industrial production itself is at an all 
time high. The building industry, whose 
ramified needs call for the services of 
hosts of workers, is enjoying record vol 
ume, and during November showed large 
gains, despite the fact that there is usually 
a seasonal decline at that time. It is the 
consensus of observers that the price of 
commodities and the price of labor will 
move upward during 1941. So far, the 
upward movement of these factors has 
been slight. Cost of living has not i- 
creased greatly, but this index is also & 
pected to feel steady upward pressure, 
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General 
Outlook 


Rising for the sixth consecutive month, the 
national income produced in the United States in 
October reached a higher level than that attained 
in any month of the pre-depression year 1929; it 
is probable that the November and December 
income figures will be higher than in the corre- 
sponding periods last year (Dec. 7). 


A preliminary survey shows that general busi- 
ness for 1940 is equaling or surpassing 1937, 
the top year of the previous Recovery; although 
a temporary setback is likely early in '41 (prob- 
ably of lesser extent than in '40), industrial op- 
portunities and financial resources are ample to 
permit a great era of expansion (Dec. 7-21). 





Money and 
Credit 


Though yields on representative bonds today 
stand at new lows, the difference of approxi- 
mately 134% between returns on high-grade and 
secondary bonds suggests the possibility of some 
further improvement in bonds of the “'business 
man’s investment’ class (Dec. 19). 


Though the defense program will spur busi- 
ness expansion and lift stock prices over a 
period of time, it will contribute to ultimate stif- 
tening of money rates and a decline in bond 
prices; refunding and new financing operations 
should certainly be rushed at the current low 
interest rates (Dec. 7-21). 





Security 
Markets 


The recovery in stock prices since late Novem- 
ber has been of the slow, struggling variety, and 
less than half of the ground lost on the previ- 
ous decline has been recovered; at these levels a 
movement of three to four points upward would 
be needed to afford convincing evidence of 
strength (Dec. 19). 


Security flotations for the purpose of provid- 
ing new capital doubled in 1940 over the 1939 
rate; they were still but a fraction of the cotal 
reached a decade ago, but an uptrend is now 
clearly established (Dec. 21). 





Production 


Manufacturing activity rose in October to the 
highest rate in history, extending the uptrend 
which has been in progress since last May, with 
the exception of a minor setback in July; the 
index of factory output, unadjusted for seasonal 
variation and based on 1935-39 as 100, rose to 
135 in October from 130 in September (Dec. 14). 


Machine-tool production has already been 
bumping up against practical capacity, so the big 
problem in this industry is to open more plants. 
Makers of electrical equipment of heavy types 
bought by the utilities have the fattest orders of 
years—so that higher operations are assured for 
some time to come (Dec. 21). 





Distribution 


The value of department store sales in the 
United States in November reached the highest 
level since October, 1930; the sales index in 
November was 74.1% higher than at the bot- 
tom of the depression in March, 1933, and only 
10.6% below the pre-depression peak of Sep- 
tember, 1929 (Dec. 21). 


The rise of about a million autos in 1940 
domestic sales, as compared with '39, attests the 
pressure of deferred demand that had accumu- 
lated over many subnormal years; a similar gain 
in 1941 would put the total above the all-time 
high scored back in 1929 (Dec. 21). 





Construction 


Building contracts awarded in the field of pri- 
vate enterprise rose in November to a new high 
for the current movement, although there is usu- 
ally a seasonal decline at that time; it is esti- 
mated that the value of construction work in the 
U. S. ia 1940 will amount to $9,925,000,000, 
the hignest figure since 1930 (Dec. 14-21). 


The building industry, worst laggard of the 
heavy industries since the 1920's, now has the 
distinction of making the most gradual progress ; 
in industrial building, the defense program 
should bring an even greater "41 gain; com- 
mercial building also is reviving (Dec. 21). 





Agriculture 


The annual index of farm income is estimated 
at 107.8 for 1940, and the outlook at the pres- 
ent time is that farm income will be larger in 
i941. The 1941 winter wheat crop is estimated 
at 595,000,000 bu., an increase of 40,000,000 
bu. over the 1940 crop (Dec. 14). 


The 
with the exclusion of the Continent of Europe 


war is injuring domestic agriculture: 


from world trade, a large part of the export 


outlet for farm products has been lost 


(Dec. 21). 


our 





Commodity 


In view of existing inflationary influences, 
commodity prices will bear particularly close 
watching; while the Government is applying 
brakes to prevent runaway markets, it will be 
hard to keep the high steam-pressure from lifting 
prices sharply—barring peace, which would 
bring a decline (Dec. 21). 





Labor and 
Wages 





Foreign Trade 
and 
Conditions 





The total number of persons employed in the 
U. S. rose in October for the sixth consecutive 
month to 44,142,000, the highest figure since 
December, 1929; factory payrolls in October 
were not only 12.3% higher than the correspond- 
ing month last year but higher than any pre- 
ceding month since September, 1929 (Dec. 14). 


Labor disorders have often contributed to a 
downturn in the economic cycle, and the recent 
increase in strikes (e.g., in lumber, automotive, 
aircraft and aluminum plants) is at once a sign 
of present progress and a threat to future ex- 
pansion (Dec. 7). 





The value of merchandise exported from the 
United States during the first 10 months of the 
year amounted to $3,374,000,000 in 1940 as 
against $2,517,000,000 last year, an increase of 
34%; export values will be larger in 1940 than 
in any year since the pre-depression year 1929 





(Dec. 7). 





From an average figure of about 6% of pro- 
duction, steel exports have risen to the notable 
proportion of 20% in a 
(Dec. 21). 


number of months 























This digest co«.-s 


the views of various authorities. 


It does not include any strictly confidential information or specific advices from the sources, 


Business Week 
Things are shaping up for a ‘defeat scare’’ in _In 
the Spring—and business men might as well be- | tight 
gin preparing for it now. Our business recovery | Some 
is definitely tied to England's ability to keep | have 
fighting; once she stops, the end of our arma- | since 
ment manufacture comes in sight, and armament | good 
is our dynamic industry today (Dec. 21). (Jan 
Current national income is running at the rate Be 
of $76,000,000,000 a year; an $80,000,000,000 | 336, 
income for 1941 certainly seems within reach, | and 
and the estimate of the Bureau of Agricultural | solve 
Economics of $83,000,000,000 deserves serious | Nov 
consideration (Dec. 14). trast! 
. , : St 
Wall Street seems already to be taking into | y,ijj, 
account the effect of the profound business shock | oyer 
that would follow a successful German inva- | 60g | 
sion; it is figured that there is no point in buy- | meas 
ing stocks even if business is good here if a year 
disaster is to occur abroad (Dec. 21). Jone 
Auto sales have been exceptionally high for Li 
this season of the year, but that has not pre- | tion 
vented inventories from increasing; manufac- , 
turers have speeded up production in order to sie 
get their “regular business” out of the way to | @dju: 
be clear for defense output (Dec. 21). ber t 
The non-durable goods manufacturers are be- Tl 
ginning to bear the brunt of the expansion, now ei 
that the durable goods plants are beginning to ) 
reach their capacity; this is another evidence that 100) 
the recovery spiral is at work; the consumer is | store 
beginning to buy at a faster rate (Deg. 21). both 
Bi 
657 
from 
abov 
veml 
mon 
Unquestionably, some rise in the price level or 
will take place next year—under the impact of high 
defense and civilian buying; to date commodity | Dece 
prices have not responded to the prospect of | equal 
increased consumption of all types of goods | food 
(Dec. 14). (Jan 
In 
trend 
York 
in N 
of 1 
ment 
ber 
Cessation of British arms buying here should 
not be dismissed lightly on the theory that our 
government would take over the British orders 
and a recession in manufacturing and employ- 
ment would be averted. This would be true only 
for a time, for the British are buying for use 
and this government for inventory (Dec. 21). 
Copyrigt 
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Dun’s Review 


Cleveland Trust Company 


National City Bank 





Industry is continuing record-high operations 
tight up to the year-end; Christmas buying in 
some centers is the best since 1929; consumers 
have more money to spend than in any period 
since 1930, and the prices they must pay for 
goods are well below the level at that time 


(Jan.). 


For the next two years we are going to have 
a highly specialized and localized boom different 
from anything we have ever experienced; muni- 
tions expenditures are going to be so huge that 
their effect will be similar to giving each month 
for many months Soldiers’ Bonuses such as were 
distributed in 1936 (Dec. 15). 


During the past two months the volume of 
industrial production has risen to the highest 
level in the history of the country, but the out- 
put has not kept pace with orders; in lines 
affected by the defense program manufacturers 
are working against backlogs running from 
months to a year or more ahead (Dec.). 





Bank clearings (23 cities) totaled $25,224,- 
336,000 in November, 0.3% below October and 
and 10.6% above a year ago; the adjusted In- 
solvency Index (failures) dropped to 59.6 in 
November, the lowest since February and con- 
trasting with 69.8 last November (Jan.) 


Under present conditions we need not fear 
that we shall experience in 1941 the kind of in- 
flationary price increases that result in large and 
sudden advances in the cost of living. Bond 
prices will reach their highest level for this 
movement some time in 1941, and turn slowly 
downward (Dec. 15). 


The decline in interest rates has already gone 
much further than is good for the country and 
is paving the way for serious difficulties in the 
future; experience shows that excessively cheap 
money in the long run stimulates unwise credit 
expansion; thus the need is evident for checking 
the bull market in bonds (Dec.). 





Stock prices have dropped back to levels pre- 
vailing before the mild November rise; turn- 
over on the New York Stock Exchange averaged 
608,631 shares daily in early December; with 
measurements of business activity well above a 
year ago, the industrial stock average (Dow- 
Jones) remains 7% lower (Jan.) 


Stock prices will probably have a generally 
rising trend in 1941, for they are now abnor- 
mally low in relation to the earnings of corpora- 
tions; moreover the yields from stock dividends 
are high as compared with those available 
through bond interest (Dec. 15). 


Despite the enormous volume of business gen- 
erated by defense program, the bond market 
rather than stock market experienced outstanding 
gains last month; investors apparently taking a 
disparaging view of company share prospects in 
face of war uncertainties and fears of effect of 
rising taxes and other costs on earnings (Dec.). 





Large order backlogs have maintained produc- 
tion schedules beyond the period when contrac- 
tion usually develops; reflecting this, the FRB 


> 


adjusted index rose another 3 points in Novem- 


ber to a new all-time peak of 131 (Jan.) 


Before the middle of next year we shall see 
both the heavy industries and the light industries 
fully employed, and striving to increase their 
productive capacities; the last time this condi- 
tion existed was in 1929; at present heavy in- 
dustry is leading the way (Dec. 15). 


Defense contracts awards still run heavy, and 
more industries are approaching their capacities 
than in many years; such industries can only 
achieve major production increases as they get 
new machinery, train new labor, and in some 
cases build new plants (Dec.). 





The Dun’s Review adjusted index of consumer 
buying hit 107% in November (1928-1932= 
100) and the FRB adjusted index of department 
store sales touched 101% (1923-1925=100) ; 
both were highest in ten years (Jan.) 





As heavy industry wages are spent to buy the 
products of the light industries, the workers in 
these industries will become more numerous and 
will receive more wages. They will spend their 
earnings to buy the things they are producing, 
and a boom in the light industries will closely 
follow (Dec. 15). 


Widespread wage increases could lead to a 


rise in living costs which labor dreads; in- 
creased living costs would affect not only the 
workers who got the wage increases, but all 


other groups of the population as well (Dec.). 





Building permits in November at $102,539,- 
657 were off somewhat more than seasonally 
from the high October level but still 1.4% 
above last November; both the figures for No- 
vember and the cumulative total for the eleven 
months were the highest for the period in a 


decade (Jan.). 


In our industrial areas there will be a huge 
amount of new factory construction, and consid- 
erable volume of new building of small houses 
to shelter workers; however, workers for such 
construction wil be scarce and cost of building 
will advance; in industrial areas existing build- 
ing will tend to increase in value (Dec. 15). 





While industrial regions will become more 
prosperous, real or near depression will prob- 
ably persist in agricultural regions which for- 
merly sold important parts of their production to 
Europe; there is little possibility that increased 
domestic demand can make up for the loss of 
the export outlets (Dec. 15). 





Commodity prices show stability at the year’s 
highs; the daily wholesale price index in mid- 
December stood at 124% of the 1930-32 average, 
equal to the 1939 peak; the weekly wholesale 
food price was $2.49, 3c above last year’s high 
( Jan.) 


In general terms we may safely conclude that 
we should not experience in 1941 the develop- 
ment of such important and widespread price 
advances that we should be justified in discuss- 
ing them in terms of inflation (Dec. 15). 


There are good indications that there will be 
an adequate supply of raw materials; these sup- 
plies are the best assurance against inflation 
originating in the staple commodities; the infla- 
tion threat lies not in basic raw materials but in 
possible price increases caused by manufacturing 
bottlenecks (Dec.). 





Increasing against a normal seasonal down- 
trend, the index of factory employment in New 
York State reached 100.9% (1925-1927=100) 
in November, comparing with a peak in 1929 
of 100.4; the country’s non-agricultural employ- 
ment in October was 1,150,000 above last Octo- 
ber (Jan.). 


The labor market for many kinds of skilled 
and semi-skilled workers has already become 
highly competitive. Increasing amounts of over- 
time are being added to our abnormally brief 
legal working week; further the price of labor is 
going up because the labor organizations have 
the power to force it up (Dec. 15). 


Demands for higher wages are on the increase 
and the trend of hourly rates is upward, al- 
though the rise so far has been slight. Figures 
show that in 25 manufacturing industries in Sep- 
tember the average hourly wage rate was 74.2 
cents, the highest in the history of the country, 
and 26% above 1929 (Dec.). 








In Canada wage rates are advancing, and the 
Canadians are beginning to realize that a short- 
age of skilled industrial workers, resulting in 
competitive bidding for factory labor, is the sur- 
est combination for starting a vicious spiral of 
rising prices (Dec. 15). 





Reflecting the expansion in volume of busi- 
ness, the statements of Canadian companies, espe- 
cially those in mining indusiries working on 
war orders, show considerable increases in net 
operating income. But because of new taxes, net 
earnings after taxes in most cases show little if 
any gain over last year (Dec.). 
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